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MEMORANDUM POR: Chief, Procurement Divisien/OL

ATTERTION + Chisf, Industrisl Contract Section

SURJECT ?

1. During an audit of 2 price redeterminstion contraet, we again roviewad
the subjeet contractor's financisl eondition, whieh remsine week. Rorrowing
has ineveassd to the extent thet et 30 April 1964, the ocutstanding hank losn
swounted | This note fe renegotisted every month on the besie
of the contrsctor's requirements and {s secured by its curvent sscets. It {e
our opinfon that the euvrrent aesets are overstatad, because of the following:

e, A at 30 April 1964 Unbilled Accounts Beceivable of

\ | We consider the collectidility of this @laim to be
vary mush in doubt, especially em o current basis.

These seccounts are also overstated deesuse the contractor
dabits then on the bevis of estimated percentage of completion of
comtreets. The tendency hes been to overastimate the percentcge of
aomplation.

b. The f{nventory valued | ] bs at 30 April 1964,
dngludes & substantisl smovnt of development coets which cannot be
proporly considered current assets snd which ere of questioneble
valus. The i{nventory aleo eontains the cost of production of
cartain produsts, for vhieh to dete, no establichsd markat exiets,

It {e &ifticult for thase resvons to evaluste ageurstaly the
{nventory.

2. Because of the overstetement of the eurrent sssets we believe it .
questionable as to how long the bank may continue te sfvenge funds. The oute
sids investore are requesting an audit by s larger segeunting firm. If this

sudit takes plase, the new sccounting firm might be more reluctant to eectity
the eontractor's fimaneial statemente. :
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SURIBAY,

"'S. The gontractor's prefit for tha yeor will predbably be adbout
On sales of is constitutes a retura of only 3%, Balee for th

yasr have {ncree ebout 0%, DNespita the imcrsare In sales, overhesd and
genaral and admintetrative expensze sllocation retes continue to rise, and
profit bas decressasd.

5. O©Ualess sddftional capitel {s {nveetad in this company its finsnctel
position will, fn eur opimniea, continue to be pregericus.

|
Ohiet , .
Industrial Contvaet Awdit Divieieon
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